
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC S E R V I C E  COMMISSION 

I n  t h e  Matter of: 

APPLICATION FOR RATE ADJUSTMENT 1 
BEFORE THE PUBLIC S E R V I C E  COMMISSION) 
OF KENTUCKY FOR SMALL UTILITIES ) CASE NO. 9572 
PURSUANT TO 6 0 7  KAR 5 : 0 7 6  OF JOANN ) 
ESTATES UTILITIES, I N C .  1 

O R D E R  

On May 5 ,  1986, Joann E s t a t e s  U t i l i t i e s ,  Xnc.,  ( " J o a n n  

E s t a t e s " )  f i l e d  i ts a p p l i c a t i o n  s e e k i n g  to  increase i t s  ra tes  for 

sewer s e r v i c e  p u r s u a n t  t o  807  KAR 5 : 0 6 7 ,  A l t e r n a t i v e  Rate 

Adjus tment  P r o c e d u r e  for S m a l l  u t i l i t i e s  ("ARF"). The proposed 

rates represent  a n  average increase of 47 percent  i n  t h e  

res ident ia l  ra tes  c u r r e n t l y  being c h a r g e d  and would generate 

a d d i t i o n a l  r e v e n u e s  of $6,192. Based o n  t h e  f i n d i n g s  h e r e i n ,  the 

Commission h a s  allowed a n  increase  of $2,330 i n  a n n u a l  r e v e n u e s  

w h i c h  represents a n  average increase of 17.6 p e r c e n t  i n  

r e s i d e n t i a l  rates c u r r e n t l y  be ing  c h a r g e d .  

A h e a r i n g  w a s  n o t  r e q u e s t e d  i n  t h i s  mat ter  and  i n  accordance 

w i t h  t h e  p r o v i s i o n s  of t h e  ARF no  h e a r i n g  w a s  c o n d u c t e d .  The 

dec i s ion  of t h e  Commission is based o n  i n f o r m a t i o n  c o n t a i n e d  i n  

t h e  a p p l i c a t i o n ,  a n n u a l  repor t s ,  and o t h e r  d o c u m e n t s  o n  file i n  

t h e  off ice8 of t h e  Cornmimaion. 

PLANT VALUATION 

Joann E s t a t e s  r e p o r t e d  gross u t i l i t y  p l a n t  a t  December 31, 

1985,  of $122,152.  R e s e a r c h  of pr io r  Orders  for t h i s  u t i l i t y  



r e v e a l e d  a u t h o r i z e d  c o n s t r u c t i o n  t o t a l i n g  $426 ,366  . J o a n n  E s t a t e 6  

s h o u l d  r e v i e w  and t h e r e f o r e  a d j u s t  its records t o  a p p r o p r i a t e l y  

re f lec t  t h e  a c t u a l  b a l a n c e  for p l a n t  i n  s e r v i c e .  

F u r t h e r m o r e ,  J o a n n  Estates showed no b a l a n c e  f o r  

c o n t r i b u t i o n s  i n  a id  of c o n s t r u c t i o n  a t  t h e  e n d  of 1985. Kesearch 

of pr ior  O r d e r s  f o r  t h i s  u t i l i t y  r e v e a l e d  t h a t  a l l  i n v e s t m e n t  in 

u t i l i t y  p l a n t  w a s  t o  be r e c o u p e d  t h r o u g h  t h e  sa le  of l o t s  by t h e  

d e v e l o p e r ,  B.G. Waid. A c c o r d i n g  t o  t h e  Uni form Sys tem of A c c o u n t s  

( " USoA" ) 8 t h i s  account s h a l l  i n c l u d e  d o n a t  i o n s  made t o  t h e  

u t i l i t y .  A c c o r d i n g l y ,  c o n t r i b u t i o n s  i n  a i d  of c o n s t r u c t i o n  s h o u l d  

be a d j u s t e d  by J o a n n  E s t a t e s  to p r o p e r l y  re f lec t  t h e  b a l a n c e  i n  

t h i s  a c c o u n t .  

REVENUES AND EXPENSES 

Joann Es ta tes  chose t h e  12-month test  p e r i o d  e n d i n g  December 

31, 1 9 8 5 ,  w h i c h  t h e  Commission accepts for r a t e - m a k i n g  p u r p o s e s ,  

s h o w i n g  a n e t  o p e r a t i n g  income of $2,261. J o a n n  Estates p r o p o s e d  

s e v e r a l  a d j u s t m e n t s  t o  test  p e r i o d  o p e r a t i o n s ,  w h i c h  h a v e  b e e n  

accepted by t h e  Commiss ion ,  w i t h  t h e  f o l l o w i n g  e x c e p t i o n s :  

Loan and N o t e  Repayments  

J o a n n  E s t a t e s  proposes to  a m o r t i z e  c e r t a i n  loans made to  t h e  

u t i l i t y .  The f i r s t  w a s  for $ 5 , 7 1 3 ,  w h i c h  J o a n n  E s t a t e s  proposed 

t o  amortize o v e r  3 y e a r s ,  made by B.G. Waid, the owner  a n d  

d e v e l o p e r ,  and  d a t e d  December 31, 1983. The second was f o r  

c u m u l a t i v e  e x p e n s e s  from 1981-1985 paid by p a r t i e s  o t h e r  t h a n  t h e  

u t i l i t y .  Joann Estates h a s  s t a t ed  t h a t  t h i e  w a B  n o t  a n  a c t u a l  

loan, but s h o u l d  h a v e  been .  T h i s  to ta led  $11,671, a n d  J o a n n  

Es ta tes  h a s  p r o p o s e d  a m o r t i z a t i o n  o v e r  5 y e a r s .  The t h i r d ,  
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$4 ,500 ,  w a s  s t a t e d  to h a v e  b e e n  e r r o n e o u s l y  reported as t ap-on  

fees by Joann Estates. J o a n n  Estates h a s  s t a t e d  t h i s  w a s  a l o a n  

f r o m  M r .  Waid a n d  h a s  p r o p o s e d  a m o r t i z a t i o n  over 3 y e a r s .  

T h e r e  are s e v e r a l  c o n s i d e r a t i o n s  t o  be made for proposals ot 

t h i s  t y p e .  F i r s t ,  J o a n n  E s t a t e s  h a s  s t a t e d  t h a t  a l l  three l o a n s  

were made to  c o v e r  normal o p e r a t i o n  and maintenance e x p e n e e e .  

Joann E s t a t e s  f a i l e d  to  request rate r e l i e f  as  it s h o u l d  h a v e  when 

i t  became a p p a r e n t  t h a t  t h e  ra tes  w e r e  d e t i c i e n t .  I n s t e a d ,  i t  

chose o t h e r  means t o  pay t h e  e x p e n s e s  a n d  delay r e c o v e r y .  

F u r t h e r m o r e ,  t h e  Commission does n o t  a l l o w  pr ior  period e x p e n s e s  

t o  be b o r n e  by  p r e s e n t  a n d  f u t u r e  r a t e p a y e r s .  To do so would  

c o n s t i t u t e  re t roac t ive  ra t e -mak ing  a n d  would n o t  be c o n s i s t e n t  

w i t h  p r e v i o u s  dec is ions  by t h e  Commission i n  t h i s  regard. 

The Commission w i l l  a l l o w  t h e  $1,810 as n o r m a l  o p e r a t i n g  a n d  

m a i n t e n a n c e  e x p e n s e  for  1 9 8 5  w h i c h  w a s  p a i d  by o t h e r  p a r t i e a ;  

h o w e v e r ,  t h e  Commission s t r o n g l y  a d v i s e s  J o a n n  Es ta tes  to  s e e k  

ra te  re l ie f  when i t  becomes n e c e s s a r y .  When a u t i l i t y  b e g i n s  t o  

pay its e x p e n s e s  from a n o t h e r ' s  a c c o u n t ,  i t  may n o t  be c o n s t r u e d  

t o  be a n  a r m s - l e n g t h  t r a n s a c t i o n  a n d  may be d e n i e d  b y  t h e  

Commission. 

The Commission h a s  t h e r e f o r e  d e n i e d  t h e  a m o r t i z a t i o n  of t h e s e  

lcans a n d  a c c o r d i n g l y  r€tdUCQd a m o r t i z a t i o n  e x p e n s e  by $ 5 , 7 3 6 .  

B i l l i n g  a n d  C o l l e c t i o n  

Joann Estates  ha5 c h a n g e d  i ts  method of b i l l i n g  and 

c o l l e c t i o n  w h i c h  is now p r o v i d e d  by  Paducah  Water Works .  The 

charge is based o n  10 p e r c e n t  of t h e  b i l l  or $1 .00 ,  w h i c h e v e r  is 

greater.  As a r e s u l t ,  o n c e  t h e  ra te  e x c e e d s  $10.00 a n  i n c r e a s e  i n  
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t h e  rate w i l l  p r o d u c e  a n  i n c r e a s e  i n  b i l l i n g  and  col lect ion 

service fees. The Commission considers t h i s  r e l a t i o n s h i p  

u n d e s i r a b l e  and a d v i s e s  J o a n n  Estates t o  r e e v a l u a t e  its a g r e e m e n t  

w i t h  Paducah  Water W o r k s  and  n e g o t i a t e  a more a p p r o p r i a t e ,  

p o s s i b l y  fixed, r a t e  f o r  these s e r v i c e s .  

Therefore, t h e  t e s t  p e r i o d  income statement of Joann E s t a t e s  

has  been a d j u s t e d  by t h c  Commission as follows: 

J o a n n  Es ta tes  I n c .  <Dee.> 
Te s t- Pe r i od Commiss ion  C o m m i s s i o n  
Pro Forma Ad jus  tmen t A d j u s t e d  

O D e r a t i n a  Revenue $ 1 3 , 1 5 7  -0- $13,157 
O b e r a t i n i  Expense  19,466 ($5,730) 13,728 
O p e r a t i n g  Income <Lnss> <$  6,309> $5,738 3 < 5 7 1 >  

REVENUE REQUIREMENT 

The Commission is of t h e  opinion t h a t  t h e  o p e r a t i n g  r a t i o  is 

a f a i r ,  j u s t ,  and r e a s o n a b l e  method for  d e t e r m i n i n g  r e v e n u e  

r e q u i r e m e n t s  i n  this case and  tinds t h a t  a n  o p e r a t i n g  r a t i o  of 88 

p e r c e n t  will allow J o a n n  Es ta tes  t o  pay i ts  o p e r a t i n g  e x p e n s e s  and 

p r o v i d e  a r e a s o n a b l e  r e t u r n  t o  its o w n e r s .  The Commission 

t h e r e f o r e  f i n d s  t h a t  J o a n n  Estates  is entitled to an increase i n  

r evenues  of $2,330 a n n u a l l y  to  produce gross r e v e n u e s  of $15,688. 

SUMMARY 

The Cornmission,  after c o n s i d e r a t i o n  of t h e  evidence of record 

and being advised, l e  of t h e  opinion and f ind8  t h a t r  

1. J o a n n  E e t a t e s  s h o u l d  f o l l o w  t h e  USoA as p r e s c r i b e d  by t h e  

Commission for C l a s s  C and D Sewer U t F l l t i e s .  
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2 .  The r a t e s  proposed by J o a n n  Estates would produce 

r e v e n u e s  i n  e x c e s s  of t h e  r e v e n u e s  f o u n d  r e a s o n a b l e  h e r e i n  and 

should be d e n i e d  upon a p p l i c a t i o n  of KRS 278.030. 

3 .  The r a t e  in Append ix  A is t h e  f a i r ,  j u s t  and  r e a s o n a b l e  

rate t o  c h a n g e  for sewer services r e n d e r e d  t o  J o a n n  Es ta tes '  

c u s t o m e r s .  

IT IS THEREFORE ORDERED that: 

1. Joann E s t a t e s  s h a l l  follow t h e  USoA a s  p r e s c r i b e d  by the 

Commission for C l a s s  C a n d  D Sewer u t i l i t i e s .  

2. The ra tes  proposed by Joan  E s t a t e s  be and t h e y  hereby are 

d e n i e d  upon a p p l i c a t i o n  of KRS 278.030. 

3. The r a t e s  i n  Append ix  A be a n d  t h e y  h e r e b y  are a p p r o v e d  

for sewer service rendered by J o a n n  E s t a t e s  o n  and  a f t e r  t h e  date 

of t h i s  Order. 

4.  W i t h i n  30 days of t h e  date of t h i s  O r d e r ,  J o a n n  E s t a t e s  

s h a l l  f i l e  i t s  r e v i s e d  t a r i f f  s h e e t s  s e t t i n g  o u t  t h e  rate8 

approved herein. 

Done at F r a n k f o r t ,  K e n t u c k y ,  this 22rad day Of ALIgUSt, 1986. 

PUBLIC SERVICE COMMISSION 

1. 
ATTEST: 

E x e c u t i v e  D i r e c t o r  



APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC S E R V I C E  
COMMISSION IN CASE NO. 9572  DATED m T  22, 1986. 

The following rates and charges a r e  p r e s c r i b e d  for t h e  

customers i n  t h e  area s e r v e d  by Joann Estates, Inc.  All other 

rates and charges n o t  s p e c i f i c a l l y  ment ioned h e r e i n  s h a l l  remain 

the same a s  t h o s e  i n  e f f e c t  under a u t h o r i t y  of t h i s  Commission 

prior to t h e  effective date of this Order. 

Rates: Monthly 

S i n g l e  F a m i l y  R e s i d e n t i a l  $10.00 

Multi-Family (per d w e l l i n g  u n i t )  7 . 5 0  


